One of the focuses in capital structure studies is to identify economic forces influencing corporate capital structure. We investigated the non-linear effects of the firmspecific factors to the leverage of the firm of the US-listed firms. In the partial-adjusted model, growth opportunity and the size of the firm had non-linear effects on the leverage of the firm. Growth opportunity showed quadratic effects on leverage with a negative linear term but a positive quadratic term. It meant if the growth opportunity of a firm reached a certain level, fund providers can relatively detect it and subsequently causes a decrease in asymmetric information. This detection of ample growth opportunity will increase the accessibility of external funding. Firm size also exhibits quadratic effects on leverage with a positive linear term but a negative quadratic term. In other words, if the firm size as a proxy of various omitted variables was imminent, the financial market has been applied diversification discount that will decrease the accessibility of external funding. 
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Identifying economic forces to determine capital structure is one of the major concerns in capital structure studies. Efforts to find the firm-specific determinants of financial policy have shown ample results (de Jong, Kabir, & Nguyen, 2008; Frank & Goyal, 2009) . At the same time, a group of researchers tries to explain the dynamics of capital structures using various types of speed of adjustments models (Huang & Ritter, 2009; Hovakimian & Li, 2011 , 2012 Faulkender et al., 2012; Castro, Tascón, & Amor-Tapia, 2015; Chang & Dasgupta, 2018; Gebauer, Setzer, & Westphal, 2018) . Another strand of literature focuses on improving the prediction power of various types of leverage measures (Welch, 2011; Faulkender et al., 2012; Ferris et al., 2018) , and the empirical studies tend to use longer periods (Graham, Leary, & Roberts, 2015) .
However, the empirical models attempting to explain the variations of the capital structure still exhibit relatively low R 2 (Lemmon, Roberts, & Zender, 2008; Graham & Leary, 2011) . Moreover, Hang et al. (2018) argue that the measurement of capital structure determinants is important. Standard proxies are effective in explaining the variations across industries. Nonetheless, Graham & Leary (2011) and Lemmon et al. (2008) show that the standard variables struggle to explain withinfirm debt ratio variation in book (market) leverage. Ogden & Wu (2013) also argue that the test results of both static and dynamic trade-off theories suggest under-fitting of the essential and stable factors. Lemmon et al. (2008) also opine that much of the leverage variation is time-invariant. They also argue that most of the well-known firm-specific determinants cannot explain the leverage variation since there are still some significant omitted components of leverage. They show that between firm variation is approximately 50 percent larger than within-firm variation (Lemmon et al., 2008; Graham & Leary, 2011) and the majority of the across-firm variation is within a given industry (Graham & Leary, 2011; Leary & Roberts, 2014) . Using the past century dataset, Graham, Leary, & Roberts (2015) also verify that the firm-specific determinants have limited power to explain the observed capital structure. Hovakimian & Li (2011) use simulated data to show that the results of adding time-invariant components must be interpreted cautiously. Then, Lemmon et al. (2008) argue that a dynamic specification is necessary due to the presence of a significant unobserved transitory component.
On the other hand, Graham & Leary (2011) contend that the standard model's ineffectiveness to explain the leverage variation lies not in the models themselves, but the biased measurement of empirical leverage and proxies for firm characteristics. Ogden & Wu (2013) show a meaningful increase of R 2 by altering linear growth opportunities to a nonlinear one. Graham & Leary (2011) also show an empirical non-linear pattern of size and leverage level. Besides the tax-based model, Kale, Noe, & Ramirez (1991) suggest that the relation between the volatility of the cash flow and leverage ratio might be non-monotonic. Their model has not yet captured the dynamic aspect of the target leverage.
Although research emphasizing the nonlinearity of each variable has been published, attempts to incorporate misspecification errors together with nonlinearity of each variable are still rare. Therefore, we try to analyze how much variation of existing models can be improved by applying nonlinearity of the variables with the target leverage as one of the independent variables. Our main contribution is to identify new nonlinear effects on the capital structure. We find a quadratic function of growth opportunity and firm size to the capital structure. Variable of growth opportunity has a negative linear term and positive quadratic term. It means until a certain level of growth opportunity, the usage of external funding (debts) decreases. This result is identical with the study by Ogden & Wu (2013) . They show that the function of | 583 | inverse exponential to the leverage ratio. However, our model can explain the influence of big growth opportunity on the firm's leverage. Fund providers can detect if the growth opportunity of a firm reaches a certain level, which subsequently reduces the asymmetric information and increases the accessibility of external funding.
The firm size shows a positive linear term and a negative quadratic term in their polynomial function. It means that until certain level firm size has positive effects with decreasing rate to the leverage of the firm. It happens because, with an increase of the firm size, accessibility of the firm to external funding tends to increase due to the decline of asymmetric information (Titman & Wessels, 1988; Graham & Leary, 2011) . However, after a certain level, the increase of firm size may reduce the leverage. Graham & Leary (2011) already describe the phenomenon, but they have not explained the reasons. If we agree with Parsons & Titman (2008) that firm size is a proxy of omitted factors, and one of the main omitted factors is diversification discount (Schmid & Walter, 2008; Ammann, Hoechle, & Schmid, 2012) , then fund providers may apply the sizable diversification discount. Hence, when the firm size is too big, the accessibility of external funding will decrease attributable to the diversification discount and agency costs increase.
The rest of the paper is organized as follows. In Section 2, we discuss the relevant literature review related to non-linear and linear determinants of the leverage of the firm. In Section 3, we describe the data and non-linear model. In Section 4, we present the empirical results. In Section 5 we discuss the findings. In Section 5, we run robustness tests based on size and book to market ratio, and in Section 6 we conclude the paper.
HYPOTHESES DEVELOPMENT
Numerous empirical papers have found the major firm-specific factors influencing the leverage of the firm. In this study, we just focus on several major firm-specific factors: (1) target leverage (Huang & Ritter, 2009; Faulkender et al., 2012; Chauhan & Huseynov, 2018) ; (2) growth opportunity (Wu & Yeung, 2012; Li & Mauer, 2016) ; (3) size (Bharath, Pasquariello, & Wu, 2009; Frank & Goyal, 2009; Graham & Leary, 2011) ; (4) profitability (Danis, Rettl, & Whited, 2014; Frank & Goyal, 2015) ; (5) volatility earnings (Kale, Noe, & Ramirez, 1991; Graham & Leary, 2011; ) ; and (6) median industry leverage (de Jong, Kabir, & Nguyen, 2008; Frank & Goyal, 2009 ).
Firms with high growth opportunities will have high market values relative to book values. They likely have good prospects relative to the value of assets in place. Growth opportunities add to firm values but do not generate current taxable income immediately because firms can invest heavily in the future. Therefore, firms with growth opportunities may choose to maintain financial slack to fund these future investments (Parsons & Titman, 2008) . Alternatively, firms with high market-to-book ratios are overvalued and have an incentive to use more equity financing (Frank & Goyal, 2009; Dudley, 2012) .
Meanwhile, Wu & Yeung (2012) propose a nonlinear relationship between growth opportunities and leverage. They identify two types of asymmetric information, asset-in-place and growth opportunities. They say that if asymmetric information arises more from assets-in-place than from growth opportunities, such firms are more debt financing oriented. In contrast, if asymmetric information arises more from growth opportunities than from asset-in-place, these firms are more equity financing oriented. Ogden & Wu (2013) also suggest a convex relationship between growth opportunities and leverage of the firm based on benefits versus costs of debt with the change of the growth opportunities. They document an empirically non-linear relationJurnal Keuangan dan Perbankan | FINANCE Volume 22, Issue 4, October 2018: 581-593 | 584 | ship between growth opportunities and leverage of the firm. If the growth opportunity of a firm is substantial enough, it reduces the asymmetric information that will increase accessibility and the possibility of external funding from financial institutions and the capital market. Graham & Leary (2011) also reveal a non-linear, quadratic relation where marketto-book ratio measures the growth opportunity of a firm. Therefore, the first hypothesis in this study is:
H 1 : growth opportunity shows a negative linear impact and a positive curvilinear impact on the leverage of the firm Many studies find the firm size to be positively related to leverage (de Jong, Kabir, & Nguyen, 2008; Graham & Leary, 2011; Dudley, 2012) because the fixed costs of refinancing are proportionally costlier for smaller firms. Firm size may also be inversely related to the costs a firm incurring financial distress or bankruptcy. Parsons & Titman (2008) mention that there is no "pure" size effect at all, but firm size is a proxy of some omitted factors that influence borrowing costs like the level of diversification. Because larger firms tend to be more diversified, it is likely that they have lower volatility in profits, cash flows, and firm values which will lower the probability of costly bankruptcy or financial distress and increase debt capacities.
However, Schmid & Walter (2008) report a sizable diversification discount. They mention that there is a trade-off between benefits and the costs related to the diversification level. Thus if the level of diversification is higher than optimal, diversification discount tends to decrease the value of the firm. This diversification discount can cause nonlinear relation between firm size and leverage level. Graham & Leary (2011) show an empirical non-linear pattern of size and leverage level over the period 1974-2009. Therefore, the second hypothesis in this study is: H 2 : firm size exhibits a positive linear impact and a negative curvilinear impact on the leverage of the firm Previous studies have documented some factors affecting the firm capital structure. In this study, we employ volatility of earnings, profitability, asset tangibility, and the median of the industry leverage as the control variables.
Majority of the existing empirical work assumes that the relation between earnings' volatility and the leverage is monotonic (Wald, 1999; Faulkender et al., 2012) . However, the tax-based model of Kale, Noe, & Ramirez (1991) suggest that the relation between the volatility of cash flow and leverage ratio may be non-monotonic. Kale, Noe, & Ramirez (1991) show that the value-maximizing firm minimizes the value of the government's option portfolio which is long in the corporate tax option and short in the personal tax option for creditors of the firm. Then cash flow volatility will have Ushaped effects on the debt level of the firm (Graham & Leary, 2011) . Earnings volatility is measured by the standard deviation of earnings before interest and tax to total assets (at least 3 years) in 10 years.
Firms prefer raising capital from internal to external because of the costs issuing new equity and asymmetric information (Myers & Majluf, 1984) . The profitability of a firm that increases the amount of retained earnings may decrease the usage of debts. This negative relation between profitability and leverage is documented in (de Jong, Verbeek, & Verwijmeren, 2011; Danis, Rettl, & Whited, 2014) and has been confirmed in numerous subsequent studies. The profitability of the firm is measured by earnings before interest and tax to total assets.
It is commonly said that tangible assets preserve their value better during a default, and as such, increase the recovery rates of creditors (Frank & Goyal, 2009 ). The closely related idea is that the costs of redeploying tangible assets are lower than for intangible assets (Campello & Giambona, 2013) .
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| 585 | Graham & Leary (2011) show that higher PPE, however, is associated with higher leverage, but the PPE effect is non-monotonic. It is not clear also whether all forms of PPE are equally valuable as collaterals (Benmelech & Bergman, 2009; Campello & Giambona, 2013) . They show that the portion of total re-deployable tangible assets instead of the total tangible assets affect the amount and structure of debt that can be borrowed. Benmelech & Bergman (2009) also find that collateral characteristics affect debt maturity. Firms with more saleable assets (the combination of asset deplorability and asset liquidity) may use longer-term debt. Campello & Giambona (2013) show that land and buildings, which are more deployable than other forms of PPE, support greater debt usage of the firm. PPE to total assets measures asset tangibility of the firm.
There are substantial cross-industry differences in leverage ratio dispersion (Almazan & Molina, 2005) . Almazan & Molina (2005) show that the nature of the assets within an industry determines the level and dispersal of capital structure for that industry. Leary & Roberts (2014) show that peer effects for capital structure determination arise from a learning motive and are partially driven by a response to their peers. Peer effects of capital structure are stronger for smaller, less successful firms compared to the larger, more successful peers.
However, some research includes industry effects on their model to mitigate the omitted effect which may be correlated with one or more observable proxies, leading to biased coefficient estimates (Parsons & Titman, 2008; Ogden & Wu, 2013) . Using a non-linear relationship of growth opportunities to the leverage, Ogden & Wu (2013) show that the explanatory power of industry median decreases significantly. Industry median leverage is measured by total debt to total assets based on 48 industrial classifications of Fama & French (2007) .
METHODS
The data are obtained from COMPUSTAT and Center for Research in Security Prices (CRSP) covering the period from 1984-2011. Financial and utility industries are excluded from the sample because the former has a different financial structure, and the latter is under government regulation. We exclude the firms with zero or total negative assets from the data. All variables are winsorized at the 1 st and 99 th percentile to control for the outliers' effect.
We apply a target adjustment model in the line of (Huang & Ritter, 2009; Faulkender et al., 2012) to get the target leverage e ( ), .
Following Huang & Ritter (2009), we use growth opportunity (MB), size of the firm (SIZE), profitability (PROF), asset tangibility (TANG), and volatility of the earnings (VOL) as the determinants. Titman & Wessels (1988) note that even if firms choose completely random "target" book leverages, a spurious statistical relation may arise between market leverage and variables similarly scaled by market value. When market values increase, both the right-and left-hand side variables are simultaneously affected, albeit by reasons that have little to do with the spirit of the test. For this reason, many researchers prefer to scale debt by the book value of assets instead. Managers appear to be concerned mostly with the book value of leverage, as indicated by survey evidence Graham & Harvey (2001) . To reduce the measurement errors, we measure the leverage by total debt to total assets (Titman & Wessels, 1988) . Table 1 reports the descriptive statistics of the main variables. The sample indicates a mean leverage ratio of 29.4 percent which is a little higher than (1) Jurnal Keuangan dan Perbankan | FINANCE Volume 22, Issue 4, October 2018: 581-593 | 586 | the median. Industry leverage shows a little lower mean, but a higher median. The mean of earnings' volatility (VOL) is 0.06725 while the standard deviation is 0.58363. The high standard deviation shows a high variation of earnings volatility between firms. It can also be seen in the Q1, median, and Q3 where the Q3 (75 percentile) still smaller than mean. In another word, the observations that are bigger than 75 percentiles dominate the mean and standard deviation of earnings volatility. Table 2 reports non-linear effects of the variable growth opportunity (MB) and the size of the firm (SIZE) on, and volatility of earnings (VOL). Effects of target leverage from (1) to (10) equation to current leverage are consistently significant at 1 percent, and there is no meaningful change of speed of adjustment. These results are consistent with other dynamic model results even if the magnitude of the speed of adjustment is different (Huang & Ritter, 2009 ). Table 2 indicates the nonlinear effects of the MB on leverage. As MB increases, the leverage decreases until certain level with decreasing scale. After a certain level, with the increase of MB, the leverage of the firm also increases. This non-linear association between leverage and growth opportunity is a different pattern from Graham & Leary (2011) and Ogden & Wu (2013) . They show a negative and convex association between growth opportunity and leverage. LEV is measured by total debts to total assets; Size is measured by log (total assets); PROF is measured by earnings before interest and tax to total assets; MB is measured by market value of the equity to book value of equity; TANG is measured by property, plant, and equipment (PPE) to total assets; VOL is measured by standard deviation of the earnings before interest and tax to total assets in 10 years; IN_LEV is measured based on 48 Fama-French industrial classification. Third, sixth, and ninth equations of Table 2 confirm non-linear, more specifically quadratic influence of growth opportunity and size on the leverage with well-known firm-specific determinants of capital structure. The profitability and asset tangibility variables show consistent evidence with much previous research (de Jong, Kabir, & Nguyen, 2008; Frank & Goyal, 2009) . Growth opportunity has quadratic effects on leverage with a negative coefficient of the linear term and positive coefficient of the quadratic term. In contrast, size exhibits a positive coefficient of the linear term and a negative coefficient of the quadratic term.
RESULTS
Nonlinear Effects of Firm-Specific Factors on Leverage
Second equation of
Non-Linear Effects of the Firm-Specific Factors to Leverage in Financially Constrained and Non-Financially Constrained Firms
Previous studies have suggested various proxies to identify financially constrained firms even if there is no general agreement, dividend payout ratio (Almeida, Campello, & Weisbach, 2004) , firm size, and KZ index based on qualitative information from financial reports (Hadlock & Pierce, 2016) as proxies of financially constrained and non-financially constrained firms. We use annual payout ratio as a proxy to separate financially constrained firms from the non-constrained firms.
Equations of (1), (3), (5), (7), and (9) of Table  3 Table 2 . Non-linear Effects of MB and SIZE to the Firm Leverage LEV is measured by total debts to total assets; Size is measured by log(total assets); PROF is measured by earnings before interest and tax to total assets; MB is measured by the market value of the equity to book value of equity; TANG is measured by property, plant, and equipment to total assets; VOL is measured by standard deviation of the earnings before interest and tax to total assets in 10 years; IN_LEV is measured based on 48 FamaFrench industrial classification. Each equation is estimated with two-stage GMM method in a dynamic panel model (N=25,603 firm-year). We estimate using xtdpdsys with the options of two-stage and vce(robust) to reduce the heteroskedastic problems. However, xtdpdsys cannot provide Sargan over-identification test results. Because Parente & Silva (2012) and Deaton (2010) mention the limitations of over-identification in instrument variables' test, we then focus on the heteroskedastic problem and autoregressive problem. We report only Arellano Bond test AR(2) results.
p-values in parentheses * p<0.05, ** p<0.01, *** p<0.001
and firm size to the leverage in financially constrained (FC) firms. Other equations of Table 3 show non-linear effects of growth opportunity and firm size to the leverage in non-financially constrained (NFC) firms. The coefficient of equation (9) and (10) of Table 3 indicate that growth opportunity and firm size from both financially constrained and non-financially constrained firms still have the same nonlinear effects on the leverage of the firm.
We then focus on other pairs of equations which are (3) & (4), and (9) & (10). If we compare the coefficients of primary and quadratic terms from (3) & (4) and (9) & (10), they are almost identical.
We expect growth opportunity for the financially constrained firm has more negative effects on the leverage of the firm. It could happen because financially constrained firms have more asymmetric information than non-financially constrained. However, these results are consistent with our main findings. We can argue that the financial condition of the firm does not change the non-linear effects of the growth opportunity to the leverage of the firm.
Equations (7) & (8) and (9) & (10) of Table 3 show almost identical non-linear effects of the size of the firm on leverage. These findings also support our arguments that the leverage of the firm increases Table 3 . Non-Linear Effects to Financially Constrained (FC) and Non-Financially Constrained (NFC) Firms LEV is measured by total debts to total assets; Size is measured by log(total assets); PROF is measured by earnings before interest and tax to total assets; MB is measured by the market value of the equity to book value of equity; TANG is measured by property, plant, and equipment to total assets; VOL is measured by standard deviation of the earnings before interest and tax to total assets in 10 years; IN_LEV is measured based on 48 FamaFrench industrial classification. Equations (1), (3), (5), (7) and (9) are estimated based on non-divided paying firms (FC), while other equations are estimated based dividend-paying firms (NFC). Each equation is estimated with two-stage GMM method in a dynamic panel model (N=25,603 firmyear).
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until the average size of the firm, but if the size of the firm increases more than the average, firm size tends to decrease the leverage because of the diversification discount effect (Schmid & Walter, 2008; Ammann, Hoechle, & Schmid, 2012) .
DISCUSSION
Our empirical results suggest that growth opportunity exhibit curvilinear impact on the firm capital structure. The linear (quadratic) term of the growth opportunity demonstrates a negative (positive) effect on the capital structure. It means that growth opportunity tends to positively impact leverage with a decreasing rate until the firm reaches its optimum capital structure level. When firms increase their leverage, the asymmetric information will also tend to increase. When the asymmetric information increases below its optimum level, it will send a negative signal to the financial market. Hence, the market may reduce the firm external funding. However, if the level of growth opportunity is substantial (beyond its optimum level), then the financial market will learn more about the firm which in turn will reduce the asymmetric information. Henceforth, the growth opportunity will have a positive effect on leverage with an increasing rate.
Wu & Yeung (2012) also report a non-linear association between growth opportunity and leverage without specific form. Perhaps this result is related to the financial market cognizance of certain firms' significant growth opportunity. High growth opportunity can be regarded as risk as well as good investment opportunities to get stable cash inflows.
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In other words, the firm with big enough growth opportunity can access the financial market with reduced risk. Then, the leverage of the firm can increase if and only if the firm's growth opportunity is increasing to more than a certain level.
Different from growth opportunity, we find firm size also exhibits quadratic effects on the leverage of the firm, but with a different pattern. Firm size shows a positive (negative) linear (quadratic) impact on leverage. The fourth equation of Table 2 indicates a linear impact of the firm size on the leverage. This result is consistent with almost all previous empirical evidence (de Jong, Kabir, & Nguyen, 2008; Frank & Goyal, 2009 ). The fifth equation of Table 2 shows a quadratic relation between the firm size and leverage. This result is consistent with Graham & Leary (2011) . They show that when the size increases below the mean, then the leverage increases as well. When the size increases more than the mean, then the leverage decreases. This quadratic relationship between size and leverage can be explained if these two conditions are satisfied. First, there is no "pure" size effect at all, but firm size is a proxy of some of the omitted factors influencing borrowing costs Parsons & Titman (2007) . Secondly, one of the dominant omitted variables is the diversification level of the firm. If the level of diversification is higher than optimal, then the diversification discount tends to decrease the value of the firm (Schmid & Walter, 2008; Ammann, Hoechle, & Schmid, 2012) . Financial market can calculate the real value of the firm after sizable discount because of diversification. Hence, the quadratic relationship between the size of the firm and leverage exists. LEV is measured by total debts to total assets; Size is measured by log(total assets); PROF is measured by earnings before interest and tax to total assets; MB is measured by the market value of the equity to book value of equity; TANG is measured by property, plant, and equipment to total assets; VOL is measured by standard deviation of the earnings before interest and tax to total assets in 10 years; IN_LEV is measured based on 48 FamaFrench industrial classification. Equations of (1), (3), (5), (7) and (9) are estimated using small firms and others are big firms. Each equation is estimated with two-stage GMM method in a dynamic panel model (N=25,603 firm-year).
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The impact of growth opportunity and size on the capital structure is robust for dividend-paying firms and non-dividend paying firms. In the next section, we provide further robustness tests based on different firm sizes and book to market ratios.
Further Robustness Tests
To check the sensitivity of our empirical model, we use two types of robustness tests. Firstly, we divide firms based on firm size. Firm size can be regarded as a proxy for the financial constraints of the firm (Almeida, Campello, & Weisbach, 2004) . Simultaneously firm size can represent other determinants of capital structure (Parsons & Titman, 2008) . Equations of (1), (3), (5), (7), and (9) of Table  4 indicate non-linear effects of variable growth opportunity and firm size to the leverage of small firms. Other equations of Table 4 show non-linear effects of variable growth opportunities and firm size of big firms to the leverage. We cannot find any different evidence with our main findings. Growth opportunity (firm size) has consistently unveiled quadratic effects on the leverage of the firm with a negative (positive) linear term and positive (negative) quadratic term.
Secondly, we run an alternative robustness check based on the book to market ratio. (Fama & French, 1993) mention that book to market ratio is related to the bankruptcy probability. It is reasonable to think that the growth opportunity of a high book to the market firm is undervalued compared to a low book to the market firm. A firm with low book to market has higher potential bankruptcy LEV is measured by total debts to total assets; Size is measured by log(total assets); PROF is measured by earnings before interest and tax to total assets; MB is measured by the market value of the equity to book value of equity; TANG is measured by property, plant, and equipment to total assets; VOL is measured by standard deviation of the earnings before interest and tax to total assets in 10 years; IN_LEV is measured based on 39 FamaFrench industrial classification. Equations of (1), (3),(5),(7) and (9) are estimated using firms with a high book to market ratio and others are firms with low book to market ratio. Each equation is estimated with two-stage GMM method in a dynamic panel model (N=25,603 firm-year).
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Kim Sung Suk, Rita Juliana, & Irwan Adi Ekaputra | 591 | costs. If then effects of the growth opportunity on the leverage are different in between the two groups, then firms with a higher book to market ratio receive a deeper discount than firms with a lower book to market ratio.
Equations (1), (3), (5), (7), and (9) of Table 5 indicate non-linear effects of growth opportunity and/or firm size to the leverage of firms with a high book to market ratios. Other equations of Table 5 show non-linear effects of growth opportunity and size on the leverage of firms with low book to market ratios. We do not find any different evidences with our main findings. Growth opportunity (firm size) has consistently displayed quadratic effects on the leverage of the firm with a negative (positive) linear term and positive (negative) quadratic term.
CONCLUSION AND SUGGESTIONS
Conclusion
We use total debts to total assets as a proxy for the capital structure to reduce the measurement errors (Titman & Wessels, 1988) . We focus on the non-linear effects of growth opportunity and firm size on the capital structure. Based on a panel dataset of non-financial and non-utilities of the US-listed firms in 1984-2011, we learn that growth opportunity shows quadratic effects on the leverage of the firm. The linear (quadratic) term of the growth opportunity shows a negative (positive) effect on the leverage. It means that growth opportunity tends to positively impact leverage with a decreasing rate until the firm reaches its maximum leverage level. The increase of leverage is in line with the increase of growth opportunity and firm value along with the increase of asymmetric information.
The increase of asymmetric information will tend to reduce the firm external funding. However, if the level of growth opportunity is substantial, then the financial market will realize its potentials and reduce the asymmetric information. Henceforth, the growth opportunity will have a positive effect on leverage with an increasing rate because the firm can increase its accessibility to external funding.
Firm size also displays quadratic effects on the leverage of the firm, but with a different pattern. Firm size shows a positive (negative) linear (quadratic) effect on leverage. It means that until a certain level, firm size has a positive effect on the leverage of the firm with a decreasing rate. It happens because the increase in firm size will also increase the accessibility of external funding due to the reduction of asymmetric information. In contrast, if the firm size is too big, the firm size will negatively affect the leverage of the firm with an increasing rate. If the firm size is too big, the financial market will apply the diversification discount on the firm due to the agency cost increase.
The results are robust for firms with financial constraints and without financial constraints. The outcomes are also robust for small and big firms, as well as for firms with high and low market to book ratios.
Suggestions
The results suggest that the companies' management should strive to maintain the companies' growth. The financial market appreciates companies with ample growth opportunities by giving them better financing terms. On the other hand, companies should maintain their business focus because the financial market tends to apply diversification discount to highly diversified companies.
One of the limitations of this study is that we only focus on the internal firm factors that may impact the firm's capital structure. Further studies should attempt to find additional internal and external factors that may impact the capital structure of the firm. One of the external factors that may impact the behavior of the firm is the macroeconomic conditions in which it operates, e.g., crisis vs. noncrisis.
